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SUBSCRIPTION-BASED INFORMATION TECHNOLOGY ARRANGEMENTS

(ISSUED 05/20)

This Statement provides guidance on the accounting and financial reporting for subscription-based

information technology arrangements (SBITAs) for government end users (governments). This

Statement (1) defines a SBITA; (2) establishes that a SBITA results in a right-to-use subscription asset—

an intangible asset—and a corresponding subscription liability; (3) provides the capitalization criteria

for outlays other than subscription payments, including implementation costs of a SBITA; and (4)

requires note disclosures regarding a SBITA. To the extent relevant, the standards for SBITAs are based

on the standards established in Statement No. 87, Leases, as amended.

A SBITA is defined as a contract that conveys control of the right to use another party’s (a SBITA

vendor’s) information technology (IT) software, alone or in combination with tangible capital assets

(the underlying IT assets), as specified in the contract for a period of time in an exchange or exchange-

like transaction.

The subscription term includes the period during which a government has a noncancellable right to use

the underlying IT assets. The subscription term also includes periods covered by an option to extend (if

it is reasonably certain that the government or SBITA vendor will exercise that option) or to terminate

(if it is reasonably certain that the government or SBITA vendor will not exercise that option).

Under this Statement, a government generally should recognize a right-to-use subscription asset—an

intangible asset—and a corresponding subscription liability. A government should recognize the

subscription liability at the commencement of the subscription term, —which is when the subscription

asset is placed into service. The subscription liability should be initially measured at the present value

of subscription payments expected to be made during the subscription term. Future subscription

payments should be discounted using the interest rate the SBITA vendor charges the government,

which may be implicit, or the government’s incremental borrowing rate if the interest rate is not readily

determinable. A government should recognize amortization of the discount on the subscription liability

as an outflow of resources (for example, interest expense) in subsequent financial reporting periods.

The subscription asset should be initially measured as the sum of (1) the initial subscription liability

amount, (2) payments made to the SBITA vendor before commencement of the subscription term, and

(3) capitalizable implementation costs, less any incentives received from the SBITA vendor at or before

the commencement of the subscription term. A government should recognize amortization of the

subscription asset as an outflow of resources over the subscription term.

Activities associated with a SBITA, other than making subscription payments, should be grouped into

the following three stages, and their costs should be accounted for accordingly:

Preliminary Project Stage, including activities such as evaluating alternatives, determining needed

technology, and selecting a SBITA vendor. Outlays in this stage should be expensed as incurred.

Initial Implementation Stage, including all ancillary charges necessary to place the subscription asset

into service. Outlays in this stage generally should be capitalized as an addition to the subscription
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In classifying certain outlays into the appropriate stage, the nature of the activity should be the

determining factor. Training costs should be expensed as incurred, regardless of the stage in which they

are incurred.

If a SBITA contract contains multiple components, a government should account for each component

as a separate SBITA or nonsubscription component and allocate the contract price to the different

components. If it is not practicable to determine a best estimate for price allocation for some or all

components in the contract, a government should account for those components as a single SBITA.

This Statement provides an exception for short-term SBITAs. Short-term SBITAs have a maximum

possible term under the SBITA contract of 12 months (or less), including any options to extend,

regardless of their probability of being exercised. Subscription payments for short-term SBITAs should

be recognized as outflows of resources.

This Statement requires a government to disclose descriptive information about its SBITAs other than

short-term SBITAs, such as the amount of the subscription asset, accumulated amortization, other

payments not included in the measurement of a subscription liability, principal and interest

requirements for the subscription liability, and other essential information.

 

EFFECTIVE DATE AND TRANSITION

The requirements of this Statement are effective for fiscal years beginning after

June 15, 2022, and all reporting periods thereafter. Earlier application is encouraged.

Assets and liabilities resulting from SBITAs should be recognized and measured using the facts and

circumstances that existed at the beginning of the fiscal year in which this Statement is implemented.

Governments are permitted, but are not required, to include in the measurement of the subscription

asset capitalizable outlays associated with the initial implementation stage and the operation and

additional implementation stage incurred prior to the implementation of this Statement.

 

HOW THE CHANGES IN THIS STATEMENT WILL IMPROVE FINANCIAL REPORTING

The requirements of this Statement will improve financial reporting by establishing a definition for

SBITAs and providing uniform guidance for accounting and financial reporting for transactions that

meet that definition. That definition and uniform guidance will result in greater consistency in practice.

Establishing the capitalization criteria for implementation costs also will reduce diversity and improve

comparability in financial reporting by governments. This Statement also will enhance the relevance

and reliability of a government’s financial statements by requiring a government to report a

subscription asset and subscription liability for a SBITA and to disclose essential information about the

arrangement. The disclosures will allow users to understand the scale and important aspects of a

government’s SBITA activities and evaluate a government’s obligations and assets resulting from

SBITAs.

 

HOW THE BOARD CONSIDERED COSTS AND BENEFITS IN THE DEVELOPMENT OF THIS

STATEMENT

One of the principles guiding the Board’s setting of standards for accounting and financial reporting is

the assessment of expected benefits and perceived costs. The Board strives to determine that its

standards address significant user needs and that the costs incurred through the application of its

standards, compared with possible alternatives, are justified when compared to the expected overall

asset.

Operation and Additional Implementation Stage, including activities such as subsequent

implementation activities, maintenance, and other activities for a government’s ongoing operations

related to a SBITA. Outlays in this stage should be expensed as incurred unless they meet specific

capitalization criteria. 
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public benefit. The Board believes that the expected benefits that will result from the information

provided through implementation of this Statement—more consistent accounting and financial

reporting, and more comparable information about SBITAs—are significant and justify the perceived

costs of implementation and ongoing compliance.

Certain decisions made by the Board were intended to provide cost relief. For example, the scope of this

Statement excludes contracts with stand-alone tangible capital assets and contracts with a combination

of a tangible capital asset and an insignificant software component.  In addition, this Statement

includes an exception for short-term SBITAs. This Statement also requires governments to report an

entire multiple-component contract as a single SBITA when determining that a best estimate to allocate

the contract price to multiple components is not practicable. Additionally, this Statement permits, but

does not require, governments to include capitalizable outlays associated with the initial

implementation stage and the operation and additional implementation stage in the measurement of

the subscription asset recognized at transition.

 

Unless otherwise specified, pronouncements of the GASB apply to financial reports of all state and local

governmental entities, including general purpose governments; public benefit corporations and

authorities; public employee retirement systems; and public utilities, hospitals and other healthcare

providers, and colleges and universities. Paragraph 3 discusses the applicability of this Statement.


